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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United 
States  General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees 
with  an  emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant 
(CPA)  certificates. 
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assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
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or  OMB  Circular  A-128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit 
Report  for  the  two  fiscal  years  ended  June  30,  1987  has  been  issued.  Copies  of  the  Single 
Audit  Report  can  be  obtained  by  contacting: 
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Helena,  MT   59620 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Public  Employees' 
Retirement  Division  (PERD)  of  the  Department  of  Administration  for  the  two  fiscal 
years  ended  June  30,  1988.  Included  in  this  report  are  four  recommendations.  These 
recommendations  concern  investment  limits,  unfunded  liability  review,  the  actuarial 
valuation,  and  inaccurate  data  on  the  computer  system.  Also  included  in  the  report 
is  a  disclosure  issue  relating  to  the  funding  of  the  Judges'  Retirement  System. 
PERD's  written  response  to  the  audit  recommendations  is  included  in  the  back  of 
the  audit  report. 

We  thank  the  administrator  and  his  staff  for  their  assistance  and  cooperation. 
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SUMMARY  OF  AUDIT  RECOMMF.NIJA1  IONS 

This  list  serves  as  a  means  of  summarizing  the  recommendations  contained  in  tlie 
report  and  the  audited  agency's  reply. 


Kcconi MIC nd;i lion  H  I 


PERD  seek  legislation  to  amend  sections 
19-6-405,  19-7-405,  and  19-8-403,  MCA, 
to  provide  investment  flexibility. 

Agency  Response:   Concur.   See  page  30. 


Recommendation  #2 

PERD  evaluate  the  need  to  amend  or  repeal 

section  19-13-503,  MCA. 

Agency  Response:   Concur.   See  page  30. 


Recommendntion  #3 

PERD  require  the  actuary  to  report  on  the 

actuarial  soundness  of  the  retirement 

systems. 

Agency  Response:   Concur.   See  page  30. 


Recommendation  #4 

PERD  provide  complete  and  accurate  data  to 

the  actuary. 

Agency  Response:   Concur.   See  page  31. 


Pace- 


Ill 


INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Public  Employees' 
Retirement  Division  for  the  two  fiscal  years  ended  June  30,  1988.  The  ;uulii 
objectives  were  to: 

1.  Determine  if  the  financial  schedules  present  fairly  the  results  of  the 
division's  operations  for  the  two  fiscal  years  ended  June  30,  1988. 

2.  Determine  the  division's  compliance  with  applicable  laws  and  regu- 
lations. 

3.  Recommend  improvements  in  the  division's  management  and  internal 

controls. 

4.  Determine  the  status  of  the  prior  audit  recommendations. 

This  report  contains  four  recommendations  to  the  division.  These  recom- 
mendations address  areas  where  the  division  can  improve  internal  controls,  com- 
pliance with  laws  and  regulations,  and  financial  reporting.  In  accordance  with  section 
5- 1 3-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if  significant,  of  implementing 
the  recommendations  contained  in  this  report.  Other  areas  of  concern  deemed  not 
to  have  a  significant  effect  on  the  successful  operations  of  the  division  are  not 
specifically  included  in  this  report,  but  have  been  discussed  with  the  administrator 
and  his  staff. 

We  contracted  with  a  consulting  actuary  to  review  the  reasonableness  of  the 
July  1,  1988  valuations,  of  the  seven  retirement  systems  administered  by  PERD, 
which  were  performed  by  PERD's  actuary.  The  consulting  actuary  performed  vari- 
ous tests  of  the  information  provided  in  the  valuations  and  concluded  the  valuations 
appear  reasonable.  The  consulting  actuary  noted  no  major  concerns  but  identified 
and  commented  on  concerns  which  are  discussed  on  page  5  of  this  report. 

BACKGROUND 

The  Public  Employees'  Retirement  Division  (PERD)  of  the  Department  of 
Administration  manages  the  activities  of  seven  retirement  systems  and  a  pension  plan 
as  listed  below: 

1.  Public  Employees'  Retirement  System 

2.  Municipal  Police  Officers'  Retirement  System 

3.  Game  Wardens'  Retirement  System 

4.  Sheriffs'  Retirement  System 

5.  Judges'  Retirement  System 


6.  Highway  Patrol  Retirement  System 

7.  Firefighters'  Unified  Retirement  System 

8.  Volunteer  Firefighters'  Pension  Plan 

In  addition  PERD  also  collected,  through  December  30,  1986,  Social  Security 
payments  for  employers  and  employees  and  remitted  the  collections  to  the  federal 
government.  Federal  legislation  passed  to  transfer  Social  Security  collection  activities 
from  individual  states  to  the  Internal  Revenue  Service  (IRS).  The  IRS  took  over  the 
collections  on  January  1,  1987.  The  federal  government  is  still  in  the  process  of 
balancing  prior  year  remittances  and,  therefore,  PERD  still  maintains  a  social  security 
account.   The  financial  schedules  on  pages  10  and  11  include  this  account. 

A  six-member  Public  Employees'  Retirement  Board  governs  the  division. 
The  governor  appoints  board  members  to  five-year  terms.  The  board  has  exclusive 
control  over  administering  the  funds  of  the  seven  retirement  systems  and  the  pension 
plan.  Staffing  and  other  administrative  functions  are  the  responsibility  of  the 
Department  of  Administration. 

PERD  obtains  an  actuarial  valuation  of  the  retirement  systems  biennially, 
the  most  recent  of  which  was  as  of  July  1,  1988.  The  purpose  of  the  valuation  was 
to  determine  the  financial  position  of  the  funds,  the  normal  cost,  and  the  unfunded 
accrued  liability  based  upon  present  and  prospective  assets  and  liabilities  of  the 
systems.  PERD's  actuary  stated  in  a  letter  to  the  division,  "Based  upon  the  data 
provided  by  the  Public  Employees'  Retirement  Division  and  the  actuarial  assumptions 
stated  in  the  reports,  we  certify  that  each  of  the  seven  retirement  systems  is  in  sound 
financial  condition  .  .  ."  PERD  included  this  letter  in  its  annual  financial  report  for 
the  fiscal  year  ended  June  30,  1988.  The  actuary  did  not  perform  a  valuation  of  the 
Volunteer  Firefighters'  Pension  Plan.  A  summary  of  the  actuary's  findings  is 
contained  in  Note  2  on  page  15. 

PRIOR  AUDIT  RECOMMENDATIONS 

The  previous  audit  report  on  the  Public  Employees'  Retirement  Division 
contained  four  recommendations  that  are  still  applicable  to  the  division.  The  division 
implemented  one  of  the  recommendations  and  partially  implemented  three  recom- 
mendations. The  recommendations  which  were  partially  implemented  deal  with 
providing  the  actuary  with  complete  and  accurate  data  (discussed  on  page  5  of  this 
report),  managing  the  Volunteer  Firefighters'  Pension  Plan,  and  adopting  a  policy 
regarding  periodic  experience  studies. 


During  our  review,  we  noted  the  division  is  in  the  process  of  compiling  the 
necessary  data  to  enable  an  actuarial  valuation  to  be  performed  on  the  Volunteer 
Firefighters'  Pension  Plan.  The  division  also  contracted  with  an  actuary  to  review 
the  pension  plan  and  establish  long-range  goals  and  objectives  for  managing  the  plan. 
In  addition,  the  division  completed  an  experience  study,  which  reviews  the  level  and 
pattern  of  rates  of  terminated  employment  among  different  groups  of  participants  at 
various  ages  and  experience  levels,  as  of  August  1987,  on  the  Public  Employees' 
Retirement  System. 

STATE  COMPLIANCE 

We  reviewed  selected  state  laws  and  regulations  pertaining  to  each  of  the 
retirement  systems.  The  following  sections  discuss  state  compliance  issues  we  noted 
during  the  audit. 

Investment  Limits 

Sections  19-6-405,  19-7-405,  and  19-8-403,  MCA,  address  investment  limits 
for  the  Highway  Patrol,  Sheriffs'  and  Game  Wardens'  Retirement  Systems,  respec- 
tively. Specifically,  these  statutes  require  that  whenever  there  is  over  $25,000  on 
deposit  in  the  accounts  the  amount  over  shall  be  invested  in  the  long-term  investment 
fund  by  the  Board  of  Investments.  In  addition,  any  amount  in  the  accounts  of 
$25,000  or  less  shall  be  invested  in  the  short-term  investment  fund  by  the  Board  of 
Investments. 

During  testing  we  noted  that  PERD  did  not  comply  with  these  limits  when 
requesting  moneys  to  be  invested  by  the  Board  of  Investments.  According  to  PERD 
personnel,  they  were  unaware  of  the  less  than  $25,000  limit  in  the  short-term 
investment  fund.  In  addition,  PERD  personnel  stated  a  larger  amount  of  liquid  assets 
are  needed  to  meet  the  monthly  benefit  payments  of  $250,000  per  system.  According 
to  PERD  personnel,  if  the  moneys  are  in  long-term  investments  the  division  has  a 
higher  risk  of  incurring  penalties  when  liquidating  these  assets.  The  division  should 
seek  legislation  to  amend  these  statutes  to  allow  PERD  the  investment  flexibility 
necessary  to  adequately  administer  the  systems. 

RECOMMENDATION  #1 

We  recommend  PERD  seek  legislation  to  amend  sections  19-6-405, 

19-7-405,  and  19-8-403,  MCA,  to  provide  investment  flexibility. 


Unfunded  Liabilities  Review 

Section  19-13-503,  MCA,  of  the  Firefighters'  Unified  Retirement  System 
requires,  "The  administrator  shall,  on  or  before  October  1,  1986,  determine  the  excess 
unfunded  liability  of  each  city  participating  in  the  plan  created  by  this  chapter." 

During  testing  we  noted  this  review  was  not  performed.  The  administrator 
stated  because  there  was  an  actuarial  valuation  performed  on  the  system  as  a  whole 
and  the  system  was  determined  to  be  adequately  funded,  a  review  served  no  purpose. 
In  addition,  the  administrator  estimated  it  would  cost  $10,000  to  $20,000  to  perform 
such  a  review. 

According  to  the  actuary  who  performed  the  actuarial  valuation,  he  has  not 
performed  a  city  by  city  review  of  the  excess  unfunded  liability  of  participating  cities 
since  1980.  Since  the  deadline  for  the  required  review  passed  without  a  review 
performed,  PERD  did  not  comply  with  section  19-13-503,  MCA.  PERD  should 
evaluate  the  need  for  such  a  review  and,  accordingly,  seek  legislation  to  amend  or 
repeal  section  19-13-503,  MCA. 

RECOMMENDATION  #2 

We  recommend  PERD  evaluate  the  need  to  amend  or  repeal  section 

19-13-503,  MCA. 

CONTRACT  FOR  ACTUARIAL  SERVICES 

We  reviewed  the  contract  for  actuarial  services  to  perform  the  actuarial 
valuations  as  of  July  1,  1988  for  the  retirement  systems  administered  by  PERD  and 
noted  the  following  area  of  concern. 

During  our  review  of  the  July  1,  1988  actuarial  valuations,  we  found  the 
actuary  did  not  specifically  state  in  the  reports  whether  or  not  the  retirement  systems 
were  funded  on  an  actuarially  sound  basis.  The  National  Actuary  Association 
requires  a  statement  addressing  the  soundness  of  the  system  since  this  is  the  primary 
purpose  of  a  valuation.  Therefore,  PERD  should  require  in  the  contract  that  the 
actuary  include  this  statement  in  the  reports. 

RECOMMENDATION  #3 

We   recommend   PERD   require   the   actuary   to   report   on   the   actuarial 

soundness  of  the  retirement  systems. 


INACCURATE  INFORMATION  ON  PERD'S  DATA  SYSTEM 

During  our  audit  we  noted  several  instances  where  the  information  on  PERD's 
automated  system,  which  contains  employee  information  (i.e.,  name,  address,  work 
history),  was  inaccurate  and  incomplete.  Providing  the  actuary  with  inaccurate  and 
incomplete  information  may  result  in  the  actuary  reaching  an  invalid  conclusion  as 
to  the  actuarial  soundness  of  the  retirement  systems. 

We  noted  instances  where  the  information  provided  to  the  actuary  was  not 
complete.  Some  member  records  contained  blank  fields  and  inaccurate  employment 
status.  We  also  noted  this  during  the  previous  audit.  The  actuary  was  aware  of  the 
problems  and  performed  reasonableness  tests  on  the  data.  The  actuary  stated  one  of 
his  concerns  related  to  terminated  active  members.  Members  may  have  terminated 
employment  up  to  two  years  before  they  are  deleted  from  the  active  file.  According 
to  PERD  personnel,  the  delay  between  termination  and  removal  from  the  computer 
system  is  partially  due  to  programming  restraints  of  the  computer.  This  would  cause 
an  overstatement  of  the  number  of  active  members,  covered  payroll,  and  the 
unfunded  liabilities  in  the  reports  submitted  by  the  actuary  on  the  individual 
retirement  systems. 

According  to  PERD  personnel,  many  of  the  problems  we  noted  are  due  to 
its  computer  system  being  unable  to  handle  any  additional  programming.  Therefore, 
it  is  difficult  for  the  agency  to  give  the  necessary  data  to  the  actuary  in  the  form 
requested.  PERD  has  hired  a  temporary  employee  to  review  and  ensure  the  accuracy 
of  the  data  on  its  system.  PERD  has  also  requested  the  Information  Services  Division 
of  the  Department  of  Administration  to  perform  a  review  of  its  system  and  determine 
the  approximate  cost  of  a  new  system.  Since  PERD  is  having  a  review  performed  to 
determine  the  cost  of  a  new  system,  our  office  did  not  perform  such  a  review. 

RECOMMENDATION  #4 

We  recommend  PERD  provide  complete  and  accurate  data  to  the  actuary. 


JUDGES'  RETIREMENT  SYSTEM  FUNDING 

This  report  section  discusses  a  significant  issue  which  we  believe  warrants 
disclosure.  Since  PERD  officials  are  aware  of  the  concern  and  have  outlined  pro- 
cedures to  address  the  issue,  we  do  not  make  a  recommendation  to  the  division. 

Supreme  court  justices  and  district  court  judges  are  members  of  the  Montana 
Judges'  Retirement  System  (MJRS).  This  retirement  system,  established  in  1967, 
currently  has  42  contributing  members. 


The  MJRS  is  funded  by: 

1.  Member  contributions  (which  vary  from  6  to  7  percent  of  a  judge's 
salary). 

2.  State  of  Montana  contributions  (6  percent  of  member  salaries). 

3.  District  court  fees  up  to  31  percent  of  the  salaries  paid  district  court 
judges  and  supreme  court  justices  in  the  system. 

4.  25  percent  of  selected  supreme  court  fees. 

During  our  audit  we  determined  that  there  was  a  shortfall  in  funding  for  the 
MJRS  for  fiscal  years  1984-85  through  1987-88.  Inadequate  funding  occurred  when 
district  court  fees  collected  by  the  Judicial  Branch  and  then  remitted  to  PERD  were 
insufficient  to  reach  the  31  percent  of  judges'  salaries  funding  level.  Judicial  Branch 
personnel  indicated  the  dollar  amount  of  district  court  fees  collected  was  less  than 
anticipated.  The  issue  of  inadequate  funding  for  the  MJRS  was  addressed  by  the 
1983  Legislature.  Legislation  passed  which  amended  section  19-5-404,  MCA,  to 
increase  contributions  by  the  state  from  20  percent  to  31  percent  of  salaries  paid  to 
the  district  judges  and  supreme  court  justices  covered  by  the  MJRS.  The  con- 
tribution is  made  from  the  district  court  fees  remitted  to  the  state  by  the  counties. 
The  same  legislation  increased  the  amount  remitted  by  the  counties  from  60  percent 
to  68  percent.    However,  a  shortfall  in  funding  continues  to  exist. 

The  situation  is  also  complicated  by  the  timing  of  deposits  by  the  counties. 
As  of  January  1989,  PERD  had  received  district  court  fees  through  May  1988  from 
the  Judicial  Branch.   MJRS  received  less  than  anticipated  amounts  as  follows: 

Fiscal  Year  Percentage   of 

Shortfall  Shortfall   in 

Fiscal  Year  Amount  Court   Fee   Revenue 

1984-85  $   26,287  4% 

1985-86  77,037  15% 

1986-87  94.319  15% 

1987-88  223.025  34% 

Cumulative  Shortfall          $420.668 

The  MJRS  reported  an  unfunded  liability  of  $4,060,634  as  of  July  1,  1988. 

The  division's  actuary  stated  he  was  aware  of  the  shortfall  in  funding  when 
performing  the  July  1,  1988  actuarial  valuation.  In  addition,  he  stated  the  valuation 
was  performed  on  the  basis  the  retirement  system  would  not  recover  the  shortfall  and 
there  would  not  be  a  shortfall  in  the  future. 


During  the  51st  Legislative  Session,  legislation  was  enacted  to  increase  court 
fees.  In  addition,  legislation  has  been  introduced  but  not  yet  enacted  which 
reallocates  the  distribution  of  district  court  fees.  These  pieces  of  legislation  may 
increase  moneys  deposited  in  the  retirement  system  and  eliminate  the  shortfall. 


INDEPENDENT  AUDITOR'S  REPORT 
AND  AGENCY  FINANCIAL  SCHEDULES 


SUMMARY  OF  INDEPENDENT  AUDITOR'S  REPORT 

We  issued  an  unqualified  opinion  on  the  Public  Employees'  Retirement 
Division's  Schedules  of  Assets,  Liabilities,  and  Fund  Balance  and  Schedules  of 
Revenues,  Expenses,  and  Changes  in  Fund  Balance  as  of  and  for  the  two  fiscal  years 
ended  June  30,  1988.  An  unqualified  opinion  means  that  the  schedules  are  fairly 
stated  in  all  material  respects  and  that  the  user  can  rely  on  the  information  presented. 


STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^iiitt  xxi  iht  '^t^hiniiixt  ^ubiixxx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Public 
Employees'  Retirement  Division  (PERD)  for  each  of  the  two  fiscal  years  ending 
June  30,  1987  and  1988,  as  shown  on  pages  10  through  20.  The  information 
contained  in  these  schedules  is  the  responsibility  of  the  division's  management.  Our 
responsibility  is  to  express  an  opinion  on  those  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  stan- 
dards. Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reason- 
able assurance  about  whether  the  financial  schedules  are  free  of  material  misstate- 
ment. An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amount 
and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well 
as  evaluating  the  overall  financial  schedules  presentation.  We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1,  these  financial  schedules  are  prepared  in  accordance 
with  state  accounting  policy  and  are  not  intended  to  be  a  presentation  in  conformity 
with  generally  accepted  accounting  principles. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly  the 
results  of  operations  and  changes  in  fund  balances  of  the  Public  Employees' 
Retirement  Division  for  each  of  the  two  fiscal  years  ended  June  30,  1987  and  1988, 
in  conformity  with  the  basis  of  accounting  described  in  Note  1. 


Respectfully  submitted, 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  25,  1989 


PUBLIC  EMPLOYEES'  RETIREHEKT  DIVISION 

SCHEDULE  OF  ASSETS.  LIABILITIES.  MiD    fUUD    BALANCE 

PENSION  TRUST  AND  AGENCY  FUNDS 

JUNE  30.  1988 


PENSION  TRUST  FUNDS 


AGENCY  FUND 


Municipal     Game 
*PERS        Pol  ice     Wardens' 


Sheriffs' 


Highway 
Patrol 


Volunteer      Unified 
Fi  ref iahters'   Firefighters '  Administration    Social  Security 


Assets 
Cash 

Accounts  Receivable 
Investments  (Net) 
Deferred  Losses/(Gains) 

(See  Note  1) 
Land  and  Buildings 
Less:  Accumulated 

Depreciation  on  Buildings 
Equipment 
Less:  Accumulated 

Depreciation  on  Equipment 
Intangible  Asset 

TOTAL  ASSETS 


$  1,457,040 

16,088,961 

664,462,300 

11,755,308 
208,192 

(91,578) 


S    27,855  i       15,850    S    67,801    $   13,186 

3,342,065     243,211       689,967      237,279 

24,815,005    8,564,739     24,740,640     9,801,163 


252,806 


133,869 


258,465 


156,445 


S    56,317  $     3,675 

538,876     664,947 

19,925,494    5,281,372 


383,724 


53,348 


$    21,442 

3,828,368 

22,898,392 

(105,348) 


1693,880,223   S28,437,731   $8,957,669    $25,756,873   $10.208.073   $20,909,411   $6,003,342 


$26,642,854 


$  38,735 
725,941 


119,411 

(37,140) 
8,689 

$855,636 


$    179 

73 

364,100 


$364^352 


Liabi 1 i ties 

Accounts  Payable 
Due  to  the  Federal 

Government 
Deferred  Revenue 
Compensated  Absences 

Total  Liabilities 

Fund  Balance 

TOTAL  LIABILITIES  AND  FUND 
BALANCE 


$  1,204,600   $    13,927   $    2,390    $    29,492    $    1,248     $   6,348   $    7,321    $    13,634 


544 


41 


1,205,144 


13.968 


2,390 


29,492 


1.248 


6,348 


7,321 


452 


14,036 


692,675,079    28,423,763    8.955,279     25,727,381    10,206,325    20.903,063    5,996,021     26,628,768 


$739,494 

$374,098 

46,873 

786,367 

374,098 

69,269^ 

(9.746) 

$855/36 

$364,352 

See  Note  4. 


*For  explanation  of  retirement  system  abbreviations  see  Note  5  on  page  17. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  14  through  20. 
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PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 

SCHEDULE  OF  ASSETS.  LIABILITIES,  AND  FUND  BALANCE 

PENSION  TRUST  AND  AGENCY  FUNDS 

JUNE  30.  1987 


PENSION  TRUST  FUNDS AGENCY  FUND 

Social  Security 

%     1,796 
73 


Municipal 

Game 

Hignway 

Volunteer 

Unified 

•PERS 

Pol  ice 

Wardens' 

Sheriffs' 

Judges' 

Patrol 

Fi  ref iqhters' 

Firefighters' 

Ac*Tiini  strati  on 

Assets 

Cash 

$    763,116 

S   192,950 

$   28,260 

t       104,326 

%       61,539 

i       202,534 

$     4,591 

$   454,422 

$  16,301 

Accounts  Receivable 

15,296,280 

3,236,385 

223,807 

866,530 

264,435 

484,526 

607,018 

3,603,835 

873,499 

Inter-Entity  Loans  Receivable 

10,000 

40,000 

Investments  (Net) 

602,975,609 

21,912,489 

7,566,609 

21,422,113 

8,631,114 

17,669,124 

4,633,959 

19,732,099 

Deferred  Losses/CGains) 

(See  Note  1) 

10,922,212 

158,723 

126,833 

153,059 

51,812 

300,453 

59,705 

(243,205) 

Land  and  Bui Idings 

208,192 

Less:  Accumulated 

Depreciation  on  Buildings 

(87,162) 

Equipment 

107,553 

Less:  Accumulated 

Depreciation  on  Equipment 

(42.629) 

335,700 


TOTAL  ASSETS  $630. 078. 24 7   $25.500.547   $7.945.509    $22.556.028    $9.008.900   $18.656.637    $5.305.273   $23.587.151      $954.724         $337.569 

Liabi I i ties 
Accounts  Payable  $  1,450,351   $    20,884   $    4,178    $    76,775    $    2,898   $   210,729    $   16,697   $    20,905     $903,090 

Inter-Entity  Loans  Payable  10,000       40,000 

Due  to  the  Federal 

Government  $337,569 

Deferred  Revenue                    1,912          41 
Compensated  Absences  5 1 . 634 

Total  Liabilities  1.452.263       20.925       4.178        76.775        2,898      220.729       56.697       20.905 

Fund  Balance  628.625.984    25.479.622    7.941.331     22.479.253     9.006,002    18.435.908     5.248,576    23,566.246 

TOTAL  LIABILITIES  AND  FUND 

BALANCE  $630,078.247   $25,500.547   $7,945.509    $22,556.028    $9.-008.900   $18.656,637    $5.305,273   $23,587,151 


954.724 

337.569 

-0- 

-0- 

$954,724 

$337,569 

*For  explanation  of  retirement  system  abbreviations  see  Note  5  on  page  17. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  14  through  20. 
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PUBLIC  EMPLOYEES'  RETIREWENT  DlVlSIOfJ 

SCHEDULE  OF  REVENUES.  EXPENSES.  MP    CHANGES  IN  FUND  BALANCES 

PENSION  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


Revenues: 

Retirement  Contributions: 

Employee 

Employer 

State 
Investment  Income  and 

Dividends 
Fines  and  Forfeitures 
Court  Fees 
Payback  of  Annuity  Savings 

Interest 
Miscellaneous 

Total  Revenues 

Expenses: 

Benefit  Payments 

Refund  of  Member  Contri- 
bution and  Interest 

Refund  of  Employer  Contri- 
bution 

Local  Assistance 

Personal  Services 

Operating  Expenses 

Equipment 

Total  Expenses 

Excess  Revenues  Over  (Under) 
Expenses 

Fund  Balance  July  1,  1987 

Prior  Year  Adjustments 

Cash  Transfer 

Fund  Balance  June  30,  1988 


•PERS 


$  26,5U,063 
27,027,738 


64,267,336 


679,395 


53,873,825 

63,995,3i4 

628,625,984 

53,751 


Municipal 
Police 


$  671,626 
1,254,341 
2,577,544 

2,551,049 


Game 
Wardens'      Sheriffs'      Judges' 


235,920 
170,626 


844,575 
221,358 


13,924 

4,104,344 

2,950,216 
25,479,622 
(6,075) 


2,390 

470,377 

1,012,248 

7,941,331 

1,700 


$782,102 
837,816 


2,517,124 


34,974 

10,146 

112 

25,058 

117,869,169 

7.054.560 

1,482.625 

4,137,154 

43,899,458 

3,989,795 

432,328 

440,142 

8,986,375 

94,405 

35,659 

415,918 

308,597 

6,220 

22,955 

10,011 
889.026 

3,248,128 
22,479,253 


$  128,182 
123,595 

947,701 
449,862 


1,248 

448.517 

1,200,823 
9,006,002 


Highway 
Patrol 


$  448,323 
843,118 


1,926,952 


Volunteer       Unified 
Firefighters'   Firefighters'   Administration 


$8.955.279    $25,727,381 


6,348 
T, 397, 607 

1,820,786 

18,435,908 

1,158 

645.211 

$20,903,063 


$  532,187 
515,751 


1.649.340     3.218.393      1.047.938 

447,269     1,388,129       329,900 
3,130 

21,975 
7,321 


359.196 

688,742 

5,248,576 

58,703 


$  572,011 
1,230,022 
3,090,599 

2,255,708 


7.148.340 

4,012,963 

55,851 

3,540 

13,634 

4.085.988 

3,062,352 

23,566,246 

170 


$  443,490 
(457,514) 
(55.987) 
(70.011) 


70,011 
-0- 
(742) 


69,269 


*For  explanation  of  retirement  system  abbreviations  see  Note  5  on  page  17. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  14  through  20. 
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PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
SCHEDULE  OF  REVENUES.  EXPENSES,  AND  CHANGES  IN  FUND  BALANCES 

PENSION  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1987 


*PERS 


Municipal 
Pol  ice 


Game 
Wardens' 


Sheriffs'      Judaes' 


Highway 
Patrol 


Volunteer       Unified 

Fi  ref ighters'    Fi  ref ighters'   Administrat i on 


Retirement  Contributions: 

Employee 

t  26,950,278 

$  638,083 

t 

193,279 

$836,232 

$  126,818 

$  464,598 

$  553,959 

Employer 

27,748,039 

1,232,552 

163,032 

877,914 

122,602 

871,692 

1,210,874 

State 

2,499,136 

$  483,790 

3,033,477 

Investment  Income  and 

Dividends 

63,218,578 

2,513,572 

735,920 

2,247,488 

877,123 

1,778,508 

533,558 

1,996,969 

Fines  and  Forfeitures 

218,582 

Court  Fees 

549,873 

Payback  of  Annuity  Savings 

Interest 

32,119 

4,941 

9,123 

12,527 

2,716 

Miscel laneous 

25,800 
117.974,814 

T 

Total  Revenues 

6,888,284 

,319,936 

3,974,161 

1,676,416 

3,117.514 

1.017.348 

6,795,279 

-0- 

Exoenses: 

Benefit  Payments 

39,092,230 

3,696,826 

408,697 

383,982 

436,094 

1,159,078 

517,694 

3,730,035 

Refund  of  Meiuber  Contri- 

bution and  interest 

8,427,654 

45,680 

47,394 

570,303 

22,766 

34,022 

29,933 

Refund  of  Employer  Contri- 

bution 

119,925 

9,335 

6,930 

3,540 

Local  Assistance 

21,825 

Personal  Services 

$  489,337 

Operating  Expenses 

743,719 

20,720 

4,177 

14,329 

2,897 

8,943 

13,446 

20,905 

(543,961) 

Equipment 

54,818 

Total  Expenses 

48,383.528 

3,763,226 

469,603 

975.544 

461,757 

1.202.043 

552.965 

3,784,413 

194 

Excess  Revenues  Over  (Under) 

Expenses 

69,591,286 

3,125,058 

850,333 

2,998,617 

1,214,659 

1,915,471 

464,383 

3,010,666 

(194) 

Fund  Balance  July  1,  1986 

558,989,898 

22,354,564 

7 

,090,998 

19,480,636 

7,894,584 

15,865,540 

4,800,293 

20,555,380 

-0- 

Prior  Year  Adjustments 

44,800 

(103,241) 

11 

(16,100) 

194 

Cash  Transfer 

$7 

654.886 
$18,435,908 

Fund  Balance  June  30,  1987 

t528,625,984 

$25,479,622 

,941,331 

$22,479,253 

$9,006,002 

$5,248,576 

$23  566,246 

$     -0- 

•For  explanation  of  retireirent  system  abbreviations  see  Note  5  on  page  17. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  14  through  20. 
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PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 

I.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  following  is  a  summary  of  significant  accounting  policies  for  the  Public 
Employees'  Retirement  Division. 

Basis  of  Presentation 

The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  Accounts  are  organized  on  the  basis 
of  funds  according  to  state  law.   The  following  funds  are  used  by  the  division: 

Pension  Trust  Fund  -  A  trust  fund  is  used  to  account  for  assets  held  by  the 
division  in  a  trustee  capacity.  The  division  acts  as  a  trustee  for  the  seven 
retirement  systems  and  the  pension  plan. 

Agency  Fund  -  To  account  for  Social  Security  Administration  assets  held  in 
trust  by  the  division  as  an  agent  for  the  federal  government. 

Basis  of  Accounting 

The  Public  Employees'  Retirement  Division  uses  the  accrual  basis  of  account- 
ing for  its  Pension  Trust  and  Agency  Funds.  Under  the  accrual  basis  of  accounting, 
revenue  is  recorded  when  earned,  and  an  expense  is  recorded  when  incurred. 
Expenses  are  incurred  during  an  accounting  period  when  a  valid  obligation  exists 
except  for  the  following  items  which  are  also  considered  valid  obligations  under  state 
accounting  policy. 

If  the  appropriation  provided  funds  to  complete  a  given  project,  the 
entire  amount  of  a  service  contract  may  be  accrued  even  though  the 
services  are  rendered  in  fiscal  years  subsequent  to  the  fiscal  year  in 
which  the  expense  is  accrued. 

The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal  year  in 
which  the  purchase  order  is  issued. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be 
accrued  if  the  purchase  order  was  issued  in  the  fiscal  year  in  which 
the  anticipated  expense  is  to  be  accrued. 
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Vacation  and  Sick  Leave 

Division  employees  accumulate  both  vacation  and  sick  leave.  Employees  are 
paid  for  100  percent  of  unused  vacation  and  25  percent  of  unused  sick  leave  credits 
upon  termination.  Expenditures  for  compensated  absences  currently  are  absorbed  in 
the  annual  operating  costs  of  the  division. 

Valuation  of  Investments 

Investments  are  stated  at  cost.  Federal  and  corporate  securities  included  in 
the  division's  investments  are  increased  by  the  amount  of  premiums  and  decreased 
by  unamortized  bond  discounts. 

The  market  value  of  the  investments  were  as  follows: 


Retirement   System 


PERS 

Municipal  Police 

Game  Wardens ' 

Sheriffs' 

Judges ' 

Highway  Patrol 

Firefighters'  Unified 

Volunteer  Firefighters' 

Social  Security 


Market  Value 


June  30.  1987 

$681,861,473 

23,180,204 

8.248,497 

23,139,883 

9,386,058 

18,867,236 

20,212,296 

4,698,051 

335,700 


June  30.  1988 

$729,816,835 

25,798,929 

9,079,458 

25,787,028 

10,376,832 

20,820,933 

23.154,611 

5,290,425 

364,100 


Losses  on  Bond  Swaps 

The  deferral  and  amortization  method  was  used  for  accounting  for  gains  and 
losses  on  bond  swaps.  The  unamortized  deferred  gains  or  losses  are  written  off  over 
the  life  of  either  the  bond  sold  or  acquired,  whichever  is  less. 

2.  UNFUNDED  ACCRUED  LIABILITY 

The  method  of  funding  employed  in  the  actuarial  valuation  of  the  retirement 
systems  as  of  July  1,  1988,  is  commonly  referred  to  as  the  entry  age  normal  cost 
method.  This  method  establishes  a  normal  cost  of  the  system,  as  well  as  an  unfunded 
percentage  of  total  salaries  required  to  fund  the  benefits,  assuming  this  percentage 
had  been  contributed  since  each  member's  entry  into  the  system. 

The  unfunded  accrued  liability  represents  the  excess  of  the  present  value  of 
total  liabilities  over  the  present  assets  of  the  system  and  the  present  value  of  expected 
future  contributions  for  normal  costs.     The  unfunded  accrued   liability  and  the 
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nmortization  period  determined  as  of  July  I,  1988  by  the  actuary  for  each  of  llic 
retirement  systems  were  as  follows: 


Unfunded 

Number  of 

Liability 

Ye 

?ars  Required 

at 

to 

Amortize  the 

Retirement  System 

Julv  1.  1988 

Unfunded  Liability 

Public  Employees' 

$298,511,691 

24.96 

Municipal  Police 

34,926.327 

29.51 

Game  Wardens ' 

2,159,051 

11.27 

Sheriffs' 

-0- 

-0- 

Judges ' 

4,060,634 

35.01 

Highway  Patrol 

20,642,620 

36.65 

Firefighters'  Unified 

54,747,753 

34.25 

Source:      The   actuarial  valuations   dated  July   1,    1988 

In  addition,  the  system's  actuary  prepared  a  supplement  to  the  July  1,  1988 
in  accordance  with  the  Governmental  Accounting  Standards  Board  (GASB)  State- 
ment #5  utilizing  the  required  projected  unit  credit  actuarial  cost  method  for 
disclosure  purposes.  The  unfunded  pension  benefit  obligation  for  each  of  the 
retirement  systems  was  as  follows: 


Unfunded 

Pension  Benefit 

Obligation  at 

June    30.    1988 


Retirement   System 

Public   Employees' 
Municipal   Police 
Game   Wardens ' 
Sheriffs' 
Judges ' 

Highway   Patrol 
Firefighters'    Unified 


$252,991,880 
34.820.095 
2,025,816 
(7,417,009) 
4.780,081 
19,896,013 
55.471.075 


Source:      PERD's   actuarial   supplement  dated  June   30,    1988 

3.  ACTUARIAL  ASSUMPTIONS 

The  actuarial  valuations  as  of  July  1,  1988  changed  certain  actuarial  assump- 
tions for  the  retirement  systems.  The  overall  effect  of  these  changes  resulted  in  a 
decrease  in  the  number  of  years  required  to  fund  the  unfunded  liabilities. 

In  the  previous  valuation  the  system's  actuary  changed  the  future  salary 
increase  assumption  from  6.5  percent  to  4  percent.    In  the  current  calculation  this 
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assumption  was  changed  back  to  6.5  percent.  The  actuary  stated  this  was  done  to 
provide  more  consistency  between  reports. 

Since  1978,  the  basis  for  the  mortality  assumption  had  been  the  1971  Group 
Annuity  Mortality  Table.  The  new  mortality  basis  is  the  1983  Group  Annuity  Mor- 
tality Table  which  reflects  recent  experience  on  a  national  basis.  This  table  is  more 
conservative  than  the  previous  basis  and  anticipates  increased  longevity.  Also,  the 
meritorious  and  longevity  increase  assumption  of  3/4  of  1  percent  has  been 
eliminated. 

Disability  rates  are  based  on  the  1983  Disability  Table,  as  published  in  the 
Transactions  of  the  Society  of  Actuaries,  Volume  XXXV,  which  anticipates  fewer 
disabilities  than  previous  rates  as  published  by  the  Railroad  Retirement  Board. 

New  withdrawal  rates  are  based  on  the  actual  experience  of  the  system  as 
determined  in  the  August  1987  experience  study.  In  addition,  a  new  retirement  age 
assumption  has  decreased  the  age  at  which  members  are  anticipated  to  retire. 

4.  FUND  BALANCES 

Normally  the  administration  and  social  security  accounts  have  a  zero  fund 
balance.  Various  immaterial  accounting  errors  caused  the  fund  balances  in  these 
accounts  at  June  30,  1988. 


5.  ABBREVIATIONS 

The  financial  statements  include  acronyms  abbreviating  each  retirement 
system.   The  abbreviations  are  explained  below. 

PERS  Public  Employees'  Retirement  System 

Municipal  Police  Municipal  Police  Officers'  Retirement 

System 
Game  Wardens'  Game  Wardens'  Retirement  System 

Sheriffs'  Sheriffs'  Retirement  System 

Judges'  Judges'  Retirement  System 

Highway  Patrol  Highway  Patrol  Retirement  System 

Unified  Firefighters'  Firefighters'  Unified  Retirement  System 

Volunteer  Firefighters'  Volunteer  Firefighters'  Pension  Plan 

Administration  Used  to  record  administration  revenues 

and  expenses  of  the  Public  Employees' 
Retirement  Division  during  the  fiscal  year 

6.  CONTINGENT  LIABILITY 

During  January  1983,  the  Social  Security  Administration  (SSA)  of  the  U.S. 
Department  of  Health  and  Human  Services,  accepted  PERD's  clarification  that  part- 
time  employees  were  to  be  excluded  from  payment  of  social  security  tax.     On 
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July  24,  1984,  PERD  was  notified  that  the  acceptance  was  in  error  and  PERD  was 
required  to  include  the  part-time  employees  in  payments  remitted.  PERD  maintains 
that  these  individuals  should  not  be  included  and  has  not  remitted  payment  to  the 
SSA. 

On  March  9,  1988,  the  SSA  statutorily  assessed  the  State  of  Montana 
$39  million  for  uncollected  contributions  for  public  part-time  employees  for  tax 
years  1984,  1985,  and  1986.  PERD's  position  is  this  number  is  highly  overstated  and 
the  most  which  could  be  due  is  $1.4  million.  PERD  officials  stated  the  dispute  may 
take  up  to  six  years  to  settle  since  both  parties  maintain  they  are  correct. 

7.  CONTRIBUTION.  BENEFIT.  AND  REFUND  RATES 

The  following  schedules  summarize  the  contribution,  benefit,  and  refund 
rates  for  each  retirement  system  and  for  the  Volunteer  Firefighters'  Pension  Plan 
during  fiscal  year  1986-87  and  fiscal  year  1987-88. 
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SCHEDULE  OF  CONTRIBUTION  RATES 


Emolovee 

Emplpyer 

Additional  State 

PERS 

6% 

6.417% 

Municipal  Police 

6%  -  Employed  on 

13.02% 

15.06%  of  salaries 

6/30/79. 

from  the  tax 

7.5%  -  Employed 

premium  fund 

after  6/30/79. 

Game  Wardens' 

7.9% 

7.15% 

Fines  and 
forfeitures 

Sheriffs' 

7% 

7.67% 

Judges' 

6%  -  Judges  first 

6% 

District  court  fees 

elected  or  appointed 

remitted  to  the 

before  7/1/83.    7%  - 

state  up  to  31%  of 

Elected  or  appointed 

salaries  paid  to 

on  or  after  7/1/83. 

District  Judges'  and 
Supreme  Court 
Justices  in  system, 
plus  25%  of 
Supreme  Court 
fees. 

Highway  Patrol 

7.59% 

26.75% 

A  portion  of  fees  as 
provided  in  section 
61-5-121,  MCA. 

Unified  Fire- 

6% 

13.02% 

22.98%  of  salaries 

fighters' 

from  insurance 
premium  tax. 

Volunteer 

None 

None 

5%  of  fire 

Firefighters' 

insurance  premium 
tax. 
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SCHEPULF  Qf    BENEFIT    fiKTi    Rfruijp    P&TeS 
HU'JICIP*!.    PO'.  ICE  G*MF    UABDEWS' 


HIGHJA"    PtTRQL 


UVlFlfD    FIRFFIGHTFP'^' 


VOLUKTEeP    FlCgf IGHTEPS' 


ENEFHS 
Reti  rement 
(Age  kequirement) 


(Service  Beajire*T«nt) 


50-BcTuariflt ly  reduced  benefit. 
6D-Wilh  5  years  service.  65-ho 
miniffUTi  service  requirement. 

Any  *9e  after  30  years  service. 
Any  ege  fitter  25  vesrs  service  - 
Actuarielly  reduced  benefit. 


50  with  20  years  service,  if 
eiTployed  after  7/1/75. 


20   years  (for  those  eftoloyed  and 
covered  on  7/1/75). 


50-Uith  20  years  service. 


See  atxjve.   (Involuntary  retire- 
ment with  10  vears  service  at  age 
55.) 


55-Uith  25  years  service.   55-Uith 
20  years  servi ce-actuarial ly 
reduced  benef i  t. 

See  BtKSvfi.   (Involuntary  retirement 
with  10  years  service  at  ege  55  - 
Actuarially  reduced  benefit.) 


65-Uith  5  years  service. 


See  above.  (Involuntary 
retirefnent  benefits  also 
avai lable. } 


50-Uith  20  years  service  (for 
tnose  h>re<:  after  7/1/B5). 


20  years  service  (*or  hired 
before  7/1/S5).   (Early 
retirement  reouced  from  age  60.) 


50-Uith  ID  years  service. 


10  years  at  age  SO, 


55-Uith  20  years  service.  55-uith 
ID  years  service,  partial  berv-fits 
unoer  special  conditions. 

20  years  at  age  55  full 
particicat ion;  10  years  a:  age  55 

partial  participation. 


Fomula 

(Service  Retirement) 


1/60  I   service  credits   x   F.S. 


1/2   f.A.S.*'   plus   IX  of   F.A.S. 
for  each  year  of   service  after   2D 
years.    (Mminun  benefit)    (Haxinun 
benefit    »    60X  of    F.A.S.) 


ice  credi  ts  x  F .$.* 


2X  X  service  credits  x  F.S."  ud  to 
25  years  (Maxinjn  of  50X  F.S.)  plus 
1.35X  F.S.  for  service  in  excess  of 
25  years  (up  to  maximLn  of  6CX 
F.S.) 


3  1/IX  X  service  credits  (IS 
years  maxirrvir-,)  x  current  annual 
salary  /  12,  plus  IX  salary  for 
each  year  of  service  after  15 
years. 


2X  X  service  credits  x  F.S." 
(Mininun  benefit  allowance  also 
in  effect.) 


lired  before  7/1/Sl  Besjiar 
r*ffy?"it  •  1/2  final  ronthly 


combensfltion  (F.M.C.)"",  ptus  IX 
for  each  vear  in  excess  of  20. 

(waximL/Ti  •  60X  of  F.K.C.)   Early 
reT-ryr-ent  -  2X  x  F.K.C.  X 
service  credits  (ir^xiiMt  6CX 
F.A.S.") 

Hired  on  or  after  7/1/81.   2X  x 
F.A.S.  X  service  credits  (maximLn 
6SX  F.A.S.) 


20  vears  service  •  fr.axirtjn  S2D0  per 
month  [Service  credits  /  20 
(minirn-m  of  1/2)1  x  [excess  over  $1 
million  in  fund  (or  95X  of 
increased  balance  whichever  is 
SMller)  /  nLTTioer  of  recibients] 
10-20  years  of  service  -  prorated 
anount. 


DISABILITY  RETIREHEHT 
(Won-Duty  Related) 


Duty  or  non-duty  with  a  minifrun 
of  5  years  service  •  25X  of  F.S. 
or  9DX  (1/60  X  f.S.  X  service 
credits,  whichever  is  greater). 


Duty  or  non-duty  -  1/2  F.A.S.  ♦ 
IX  of  F.A.S.  for  each  year  of 
service  over  20  years.   (Minimjn 

benefit) 


2X  R  years  of  service  x  F.S.  - 
actuarially  reduced  fron  age  50. 


2X  X  years  of  service  x  F.S. 

early  retirement  factor. 


Actuarially  reduced  benefit 
before  age  60.   Regular 
retirement  allowance  after  age 
60. 


2X  X  years  of  service  x  F.S., 
actuarially  reduced  from  age  60. 
(Minirrun  benefit  allowance  also 
m  effect.) 


Duty  or  non-duty  -  Hired  before 
7/1/81  -  1/2  F.M.C,  plus  IX  for 
each  year  in  excess  of  20. 
(Maxinun  •  63X  of  F.M.C.) 

hired  on  or  after  7-1-S1  •  1/2 
F.A.S.,  plus  2X  for  each  year  in 
excess  of  25,  up  to  a  maxi^run  of 
5  years  of  additional  service. 
(Minimum  benefit  also  in  effect.) 


(Duty  Related) 


1/2  F.S.  after  10  years  of 
service. 


1/2  current  annual  salary  or  a 
regular  retirement  allowance, 
whicnever  is  greater. 


1/2  F.S.,  regardless  of  length  of    See  aoove. 
service.   (Hininun  benefit  also 
in  effect.) 


See  formula  for  Services  Retiretr^nt 
aoove. 


DEATH  BElJEFITS 

(hon-Duty  Related) 


(Duty  Related) 


SOCIAL  SECURITY  BENEFITS 
REFUND  AT  TERMINATION 


Duty  or  non-duty  -  Memoer's         Duty  or  rvon-duty  -  spouse 
contributions  and  accu^jlated       receives  1/2  F.A.S.  until  oeath 
interest,  plus  one  month's  salary    or  remarriage.   (♦  IX  of  F.A.S. 


for  each  year  of  service  up  to  a 
rnaximLm  of  6  years. 


If  a  member  had  a  mininun  of  5 
vears  of  service,  tne  beneficiar' 
may  elect  a  monthly  annuity. 

See  apsve. 


Contributions  and  accLinulated 
interest,   (ho  service 
reoui  rcment. ) 


for  each  year  of  service  over  20 
years)   (Minirmn  benefit) 
ber>efits  also  available  for 
peperwent  chiloren  and  ether 
beneficiaries. 


No 

Contributions  only.      (Accimjlated 
interest   with   10  years  of 
service.) 


Memoer's   contributions,    plus 
accLTulated   interest. 


2X  X   years  of   service  x   F.S. 


1/2    F.S.,    less    arTKJur.t    paid    to 
beneficiary  py  Worxers' 
Compensation. 


les 


Member's   contributions  and 
accumjiated   interest. 

or 

2X  X  years  of  service  (23  years 
raximun)  x  F.S.  reduced  from  age 
65. 


1/2  F.S.,  reduced  to  2SX  for  tne 
period  of  time  the  beneficiary 
received  Workers'  Compensation. 


Yes 


Contributions  only.   tAccunuLated    Contributions  and  acctmjlated 
interest  with  ID  years  of  interest,   (ho  service 

"•-^'ce.)  reouirement.) 


Final  Saiary* 


Final  Annual 
Salary* 


:^i::r:j^7Ti::rViVr.T'' ""-'  "-"^^  -^ '"'"  """=""- «--  °*  ™^*''  «->".  -. « -t .  „^r .... 


Long   total   salary  earned  divided 


Monthly  ccxToensal.on  of   .  m.roer.    .veraped  over   tne   „st   36  months  of   .ctiv.  service,    or,    if   not   a  r.e™r   tot    I 


ong,    over   period  of  mefroership. 


Monthly 


Corroensatior—     Full-oaid  firefignter  -    regular  monthly  corpensation,    excluding  overtime,   nolioay  . 


ments.    and  pavments    in   lieu  of   sick    leave,   oefinuion  cifferent   fo^  par^rpaid'^re^^ers:   "''''   ^'^'^^"^^^^   -^---".    ccvoensatcry  time  pay- 
"Service  credits"   and  "vears   of   service"   are  Defined   in  ammistrati ve  rules. 
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Contributions  ar«d  accLmulated 
interest. 

or 

Tne  actuarial  eouivalent  of  any 
of  the  involuntary  retirement 
provisions. 


Regular  service  retirement 
benefit. 


Contributions  only.   (Accixulated 
interest  with  5  years  of  service) 


Member's  contributions  and 

accimulated  interest. 


A  monthly  benefit  DBSed  on  the 

actuarial  eauivalent  and  reoured 
from  age  60.   (Basic  formula 
reauced  by  the  early  reti-emcnt 
factor.)   (HiniiTUTi  benefit  also 
in  effect.) 

1/2  F.S.,  less  tne  amount  paid  to 
trie  beneficiary  by  Uorxers' 
Comoensation.   (Minimjn  benefit 
also  in  effect.) 


NO 


Contrioutions  plus  interest. 
service  reauirement.) 


Duty  or  non-duty  -  Hired  before 
7/1/81  -  1/2  F.K.C,  ptus  IX  for 
each  year  in  excess  of  20. 
(Maxirrun  -  6CX  of  F.H.C.) 

Hired  on  or  after  7/1/Bl  •  1/2 
F.A.S.,  (irax.  5CX  F.A.S.) 

ftenefits  also  avaitaole  for 
oepenoent  chiloren  and  other 
beneficiaries. 


See  aoove. 


No 

Contributions  and  accutulated 
interest,   (ho  service 
requirement.) 


Duty  or  non-duty  -  W.OOO  maxintiti  ■ 
paid  to  the  beneficiary  of  an 
active  fireman  with  20  years 
service.   (Paid  monthly)  Also, 
benefits  available  for 
beneficiaries  of  retired  firemen 
with  10*20  years  service  and 
oepenaent  children. 


See  above,  plus  SI, 500  or  funeral 
expenses,  whicnever  is  Less. 


NO 
hone 


APPENDIX 


Illustration  1  Public  Employees'  Retirement  System: 

(a)  Table  of  unfunded  liability  and  number 

of  years  required  to  amortize  the  unfunded 
liability 

(b)  Graphic  presentation  of  the  unfunded 
liability 

(c)  Graphic  presentation  of  number  of  years 
required  to  amortize  the  unfunded  liability 

Illustration  2  Municipal  Police  Officers'  Retirement  System: 

(a)  Table  of  unfunded  liability  and  number 

of  years  required  to  amortize  the  unfunded 
liability 

(b)  Graphic  presentation  of  the  unfunded 
liability 

(c)  Graphic  presentation  of  number  of  years 
required  to  amortize  the  unfunded  liability 

Illustration  3  Game  Wardens'  Retirement  System: 

(a)  Table  of  unfunded  liability  and  number 

of  years  required  to  amortize  the  unfunded 
liability 

(b)  Graphic  presentation  of  the  unfunded 
liability 

(c)  Graphic  presentation  of  number  of  years 
required  to  amortize  the  unfunded  liability 

Illustration  4  Sheriffs'  Retirement  System: 

(a)  Table  of  unfunded  liability  and  number 

of  years  required  to  amortize  the  unfunded 
liability 

(b)  Graphic  presentation  of  the  unfunded 
liability 

(c)  Graphic  presentation  of  number  of  years 
required  to  amortize  the  unfunded  liability 

Illustration  5  Judges'  Retirement  System: 

(a)  Table  of  unfunded  liability  and  number 

of  years  required  to  amortize  the  unfunded 
liability 

(b)  Graphic  presentation  of  the  unfunded 
liability 

(c)  Graphic  presentation  of  number  of  years 
required  to  amortize  the  unfunded  liability 


Page 
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Illustration  6  Highway  Patrol  Retirement  System: 

(a)  Table  of  unfunded  liability  and  number 

of  years  required  to  amortize  the  unfunded 
liability 

(b)  Graphic  presentation  of  the  unfunded 
liability 

(c)  Graphic  presentation  of  number  of  years 
required  to  amortize  the  unfunded  liability 


28 


Illustration  7  Firefighters'  Unified  Retirement  System: 

(a)  Table  of  unfunded  liability  and  number 

of  years  required  to  amortize  the  unfunded 
liability 

(b)  Graphic  presentation  of  the  unfunded 
liability 

(c)  Graphic  presentation  of  number  of  years 
required  to  amortize  the  unfunded  liability 
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NOTE:  In  the  following  tables  and  graphs  an  arbitrary  period  of  forty  years  was 
utilized  in  some  instances.  For  these  years  the  actuary  reported  the 
contribution  rate  at  that  specific  time  was  insufficient  to  amortize  the 
unfunded  liability  over  forty  years,  but  did  not  compute  the  actual  number 
of  years  required  to  amortize  the  unfunded  liability. 
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ILLUSTRATION    1 
PUBLIC   EMPLOYEES'    RETIREMENT   SYSTEM 


As  of 
July  1 
1972 
1974 
1976 
1978 
1980 
1982 
1984 
1986 
1988 


Unfunded 

Liabi  t  i ty 

66,900,000 

70,900,000 

129,300,000 

150,100,000 

217,097,181 

273,524,351 

281,932,440 

275,203,197 

298,511,691 


Nuitjer  of  Years 

Required 
to  Amortize  the 
Unfunded  Liabi I i  ty 

40.00* 

33.00 

24.00 

37.00 

48.20 

42.47 

36.58 

28.24 

24.96 


DNFUNDED  LIABILITY 


O 
t— I 
►J 


o 


— 1 — 

I1«2 


AS  OF  JULY   1ST 


NUHBER  OF   YEAES   REQUIRED  TO  AtlORTIZE   UNFUNDED   LIABILITY 


M 
N 
M 

g 

•< 

O 
E- 

cn 
Pi 

<< 
u 


AS  OF  JULY   1ST 


Source:     Compiled  by  the  Legislative  Auditor's  Office  from  PERD 
records.   *  See  note  on  page  22. 
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ILLUSTRATION   2 
MUNICIPAL  POLICE  OFFICERS'    RETIREMENT   SYSTEM 


As  of 
July  1 
1977 
1978 
1980 
1982 
1984 
1986 
1988 


Nuitser  of  Years 

Required  to 

Unfunded 

Amortize  the 

Liabi litv 

Unfunded  Liability 

23,098,889 

40.00* 

13,744,041 

40.83 

27,812,318 

40.00* 

31,062,325 

40.00* 

32,492,453 

35.92 

34,759,407 

33.60 

34,926,327 

29.51 

UNFUNDED  LIABILITY 


m 
o 


to 

E-" 

SB 
£3 

o 


AS  OF  JULY   1ST 


NUMBER  OF   YEARS  REQUIRED  TO  AMORTIZE   UNFUNDED   LIABILITY 


w 
I— I 

« 
o 

K 

«; 
o 

E- 

in 

■< 
u 
1)- 


37   - 
M 

3S   - 
M 
» 

32   - 
» 
30   - 


» 


1 


AS  OF  JULY   1ST 


Source:     Compiled  by  the  Legislative  Auditor's  Office  from  PERD 
records.   *   See  note  on  page  22. 
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ILLUSTRATION  3 
GAME  WARDENS'  RETIREMENT  SYSTEM 


As  of 

1970 
1972 
197A 
1976 
1978 
1980 
1982 
1984 
1986 
1988 


Unfunded 

liabi I ity 

1,020,624 

2,045,000 

2,344,000 

3,093,000 

3,587,419 

3,261,025 

4,169,898 

3,475,610 

3,046,933 

2,159,051 


NLfitser  of  Years 
Required  the 
to  Amortize 
Unfunded  Liabi I ity 

40.00* 

40.00* 

40.00* 

40.00* 

40.00* 

20.28 

38.41 

15.57 

18.60 

11.27 


DNTUNDED  LIABILITY 


o 


•J 


o 

X3 


AS  OF  JULY  1ST 


NiniBER  OF  YEARS  REQUIRED  TO  AHOBTIZE  UNFUNDED  LIABILTY 

U  K3 a — o o 


u 

t— ) 
E- 
06 
O 

■< 

o 

E- 

oi 

<< 
to 
tp- 


M 

M  - 

S  - 

JO  - 

w  - 


w 

la  - 
u 

14 
U 

10 


AS  or  JULY   1ST 


Source:      Compiled  by  the  Legislative  Auditor's  Office  from  PERD 
records.   *   See  note  on  page  22. 
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ILLUSTRATION  4 
SHERIFFS'    RETIREMENT   SYSTEM 


As  of 
July  1 
1976 
1978 
1980 
1982 
1984 
1986 
1988 


Unfunded 
Liabi lity 
2,366,580 
2,289,379 
1,980,797 
2,819,340 
1,415,825 
0 
0 


Number  of  Years 

Required  the 

to  Amortize 

Unfunded  Liabi lity 

40.00* 

21.30 

20.28 

24.38 

10.98 

0.00 

0.00 


UNFUNDED   LIABILTY 


O 

►J 
M 


O 


AS  OF  JULY   1ST 


NUMBER  OF  YEARS  REQUIRED  TO   AMORTIZE  UNFUNDED   LIABIL] 

TY 

3E    - 

\ 

DJ                30    - 

N 

n 

o 

•< 

20    - 

v_^ 

P 

\ 

to                 15    - 

•< 
u 

t«               10   - 

\ 

g  - 

\ 

1                  1                  1                  1                  9                 1-                      I 

H76                         197«                         19eO                         He2                         im                         l»6                         19M 

AS  OF  JULY   1ST 

Source:      Compiled  by  the  Legislative  Auditor's  Office  from  PERD 
records.   *   See  note  on  page  22. 
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ILLUSTRATION  5 
JUDGES'  RETIREMENT  SYSTEM 


As  of 

July  1 
1970 
1972 
197« 
1976 
1978 
1980 
1982 
1984 
1986 
1988 


Unfunded 
Liabi I i ty 
919,147 
1,261,000 
2,138,000 
1,791,000 
3,461,701 
4,221,166 
5,561,446 
6,566,475 
5,061,998 
4,060,634 


Nuitser  of  Years 
Required   the 
to  Amortize 
Unfunded  Liability 
43.00 
42.00 
65.00 
40.00* 
40.00* 
40.00* 
40.00* 
150.00 
49.61 
35.01 


in 

o 


o 

Z3 

•< 


UNFUNDED  LIABILITY 


— I — 

117( 


AS  OF  JULY  1ST 


KUttBER  or   YEARS   REQUIRED  TO   AMORTIZE   UNFUNDED   LIABILITY 

A 

/  \ 

CO 
[SI 

o 

■< 
o 

A 

■< 
>- 

A               /     \ 

1 
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records.   *   See  note  on  page  22. 
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ILLUSTRATION  6 
HIGHWAY   PATROL  RETIREMENT   SYSTEM 


As  of 
July  1 
1972 
1974 
1976 
1978 
1980 
1982 
198A 
1986 
1988 
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Liabi lity 
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Source:  Compiled  by   the   Legislative  Auditor's   Office    from   PERD 

records.      *      See   note   on  page   22. 
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ILLUSTRATION    7 
FIREFIGHTERS'    UNIFIED   RETIREMENT   SYSTEM 


As  of 
July  1 
1982 
1984 
1986 
1988 


Unfunded 

Liabi 1 i  ty 

41,340,507 

46,882,278 

49,126,785 

54,747,753 


NLnijcr 

of  Years 

Required  the 

to  Amortize 

Unfunded 

Liabi I i ty 

40 

00* 

42 

29 

40 

23 

34 

25 

ONrUNDED   LIABILTY 


35 
O 


.-3 


O 


AS  or  JULY  1ST 


NUttBER  or  YEARS  REQUIRED  TO  AHORTIZE  UNFUNDED  LIABILITY 


u 

N 
I— t 
E- 

« 

o 

■< 

o 

fr 

tn 
ei 

.< 
u 


AS  OF  JULY  1ST 


Source:      Compiled  by  the  Legislative  Auditor's  Office  from  PERD 
records.   *   See  note  on  page  22. 
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AGENCY  RESPONSE 


DEPARTMENT  OF  ADMINISTRATION 

PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 


STAN  STEPHENS.  GOVERNOR 


nriiiam^i:"  ii.j/^uuiiu. 

(406)444  31S4 


STATE  OF  MONTANA' 


f\ptil    7A,     1089 


1712  9TH  AVENUE 
HELENA.  MONTANA  59620  0131 


Scott    A.    Seacat 
LeijJbLative  Auditor 
State  Capitol 
Helena,    MT      S9f520 

Dear  Scott: 

Thank  you  for  the  opportunity  to  respond  to  your  agency's 
rocommendations.  I  do  wish  to  compliment  your  ijtaff  on  the  conduct  of 
this  audit.  The  approach  was  most  professional  and  the  audit  team  went 
atxiut  their  business  in  a  manner  that  permitted  the  PERD  staff  to 
continue  their  daily  assignments  with  very  minor  disruptions.  We  all 
appreciate  their  efforts. 


Reconmendation  ffl 


We  recomnend  PERD  seek  legislation  to  amend 


sections  19-6-405,  19-7-405,  and  19-8-403,  MCA,  to  provide  investment 
flexibility. 

Since  this  involves  investment  policy,  I  discussed  this  issue  some  time 
ago  with  Dave  Lewis,  but  we  were  already  well  into  the  legislative 
session  and  we  agreed  to  amend  the  out-of-date  legislation  in  the  next 
session.  The  Public  Employees'  Retirement  Board  and  the  Board  of 
Investments  are  currently  developing  a  written  investment  policy  for 
the  retirement  systems  and  it  is  possible  there  may  be  other  retirement 
investment  amendments  proposed  in  the  next  session. 

We  concur  in  this  recommendation. 


Reconmendation  12 


We  recomnend  PERD  evaluate  the  need  to  amend  or 


repeal  section  19-13-503,  MCA. 

The  discussion  by  the  auditors  fairly  reflects  the  position  of  the 
PERD . 

Wo  concur  in  this  recommendation. 

RecoOTPendation  13  -  We  reconmend  PERD  require  the  actuary  to  report  on 
the  actuarial  soundness  of  the  retirement  systems. 

This  was  a  technical  oversight  by  the  actuary  and  the  division 
administrator.  The  absence  of  this  statement  does  not  detract  from  the 
value  of  the  actuarial  report  for  administrative  use.  We  appreciate 
the  value  of  this  statement  for  those  individuals  who  may  only  have  the 
opf>ortunitY  to  read  a  single  report.  The  actuary  has  been  advised  to 
include  a  statement  of  actuarial  soundness  in  all  future  valuations. 
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AN  EQUAL  OPPORTUNITY  EMPLOYER- 


We  concur  in  this  recommendation. 

Reconmendation  §4  -  Ne  recomnend  PERD  provide  cxanplete  and  accurate 
data  to  the  actuary. 

The  auditor's  comment  reflects  the  on-going  efforts  of  the  PERD.  We 
will  test  our  data  at  the  end  of  the  1989  fiscal  year  and  include  a 
request  in  the  next  budget  to  overhaul  our  seventeen  year  old  computer 
system. 

We  concur  in  this  recommendation. 

Comnent :   Judges'  Retironent  System  Funding 

The  Public  Employees'  Retirement  Board  monitors  the  actuarial  soundness 
of  all  the  systems  it  administers.  The  Judges'  Retirement  System  does 
present  some  unusual  situations: 

(1)  It  has  a  small  membership,  42  active  members  and  21  retirees, 
which  creates  a  greater  volatility  than  larger  systems  like  the 
Public  Employees'  Retirement  System. 

(2)  The  membership  is  entirely  elected  officials  with  salary 
levels  established  by  law.  Salary  changes  do  not  follow  a  pattern 
based  on  changes  in  CPI  or  elements  used  in  determining  the  level 
of  general  public  employee  salaries. 

(3)  The  major  funding  source  is  court  fees  which  have  no  direct 
correlation  to  salaries,  while  the  liabilities  are  based, 
primarily,  on  service  and  salary. 

(4)  The  deposit  of  the  major  portion  of  contributions  flows  from 
56  counties  as  part  of  a  distribution  to  several  county  and  state 
funds  which  creates  some  lag  time  before  they  are  received  by  the 
judges'  system. 

We  will  study  the  effects  of  the  changes  made  in  this  Legislative 
session  to  see  how  they  affect  the  funding  status  of  this  system. 


Respectfully, 


u-'r<\^ 


Lawrahce  P.  Nachtsheim 
Administrator 

LPN/lo 
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